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UNITED STATES DEPARTMENT OF AGRICULTURE FNS INSTRUCTION 796- 4

Food and Nutrition Service REV. 4
3101 Park Center Drive
Alexandria, VA 22302
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| NFORMATI ON FOR: Accounti ng Division
Child Nutrition Division

Fi nanci al Managenent - Summer Food Service Program for Children

I PURPOSE

This Instruction establishes standards, principles, and guidelines
to assist SA's and FNSRO s in the devel opnent and mai nt enance of
financi al managenment systens, including accounting information
systens which are to be naintained by sponsors, thereby assuring

t hat :

A Al'l costs clainmed in the program are necessary and
reasonabl e.

B Program funds are expended efficiently, economcally, and
in accordance with applicable | aws and regul ati ons.

Funding for the SFSP is provided to assist States in initiating and
mai nt ai ni ng nonprofit food service prograns for children during the
sumer nonths and all other approved tines. The food service

provi ded under the SFSP is simlar to that provided under the

Nati onal School Lunch and School Breakfast Prograns and is intended
primarily to serve children from needy areas when, area schools are
cl osed for vacation.

Il AUTHORI TY

The SFSP is authorized by section 13 of the National School Lunch
Act, as anended. Programregul ations issued by the Departnent are
found in 7 CFR 225.

Principles for determ ning applicable costs and factors affecting
allowability of costs for managenent of grant prograns are as
provided for in 7 CFR 3015, Uniform Federal Assistance Regul ati ons,
and a nunber of OVMB Circul ars governing cost principles (A 87 and
A-122), financial managenent requirenents (A-102 and A-110) and
audits (A-125 and A-133).
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FM SNP, F1, A  E | See Change Transnittal Sheet for PREPARATION AND 5-21-92

manual nai nt enance i nstructions MAINTENANCE:
' CND- 1

FORM FNS-620 (4-86)



FNS | NSTRUCTI ON 796- 4
REV. 4

11 ABBREVI ATI ONS

Al CPA- - - Anerican Institute of Certified Public Accountants
CFR - Code of Federal Regul ations

FNS - Food and Nutrition Service

FNSRO -- Food and Nutrition Service Regional Ofice

MAP - Managenent and Adm nistration Plan

OMB - office of Managenent and Budget

ROAP - Regi onal office Adm nistered Prograns

SA's - State Agencies

SFSP - Summer Food Service Program

USDA - United States Departnment of Agriculture

IV  FORM
FNS- 418, Report of the Summer Food Service Program for Children
\Y SCOPE

The material presented in this Instruction applies to all SA' s
responsi ble for adm nistering the programand to FNSRO s, where
appl i cabl e, and to program sponsors. SA Sunmer Admi nistrative Funds
are not covered by this Instruction.

\ DEFI NI TI ONS

Terms used in this Instruction are those defined in 7 CFR 225 and 7
CFR 3015, Appendix A - Definitions. O her definitions of inportance
are as foll ows:

A Fi nanci al - managenent is that aspect of managenent which is
directed to the effective control over, and accountability for, al
funds, property, and other assets to assure that they are safeguarded
and used efficiently to fulfill authorized purposes. Financia
managenent includes such activities as budgeting, accounting, costing
st andar ds, managenent of revenues, nanagenent of property, procurenment
standards, and fiscal audits. Records of these activities nust be
supported by source docunents to accurately and conpl etely disclose
t he sources and applications of funds.

B Inventory adjustnment is a form of voucher or record which
briefly explains errors recorded in a previously reported inventory,
or loss of goods resulting fromtheft, fire, water damage,
refrigeration breakdown, or contam nation. The record should be
prepared by the person responsible for safekeeping of the goods being
reported. The closing inventory should be adjusted for the previous
reporting period, and should reflect action by a

Page 2
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desi gnated reviewi ng authority. Wen approved to relieve all persons
fromresponsibility to repay costs of a loss, the value of an
i nventory adjustnment can be included in the cost of food used.

C Net costs are total programcosts (administrative and
operating) less any applicable credits (e.g., refunds, rebates, etc.).

Vi | RESPONSI BI LI TI ES

SA's shall establish a financial nanagenent system and may appoint a
coordi nator responsible for the inplenentation of the system The system

shal |l include provisions for necessary support services including
budgeti ng, accounting, procurenent, payroll, data processing, audit,
etc., that neet the standards set forth in section VIII, below and

appl i cabl e Federal regulations. Program sponsors shall conply with the
fi nanci al managenent system established by the SA

Additionally, the SA shall be responsible for disbursing SFSP funds to
sponsors in a tinmely and accurate manner.

VI11 FI NANCI AL MANAGEMENT STANDARDS

A At a mninmum SA and sponsor financial managenent systens
shal | provide

1 Accounting records which are supported by source
docunent s.

2 Records whi ch show the source and application of funds
and contain information pertaining to reinbursenment funds (e.qg.
aut hori zati on, obligations, unobligated bal ances, assets, liabilities,

and outl ays) and incorme.

3 Accurate, current, and conplete disclosure of the
financial transactions of the program

4 Ef fective control over, and accountability for, al
funds, property, and other program assets to assure that they are
saf eguarded and used solely for authorized purposes.

5 Compari son of actual outlays agai nst budgeted
anmount s.

6 Organi zation-wi de audits to determ ne, at a m ni num
the fiscal integrity of financial transactions and reports, and
compliance with | aws, regul ations, and adm nistrative requirenents.

Page 3
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7 A systematic nethod to assure tinely and appropriate
resolution of all audit findings and recommendati ons (i ncl uding
organi zat i on-wi de) .

B Additionally, SA financial managenent systens shall
provi de:

1 Assurance that the final nmonthly Form FNS-418 is
subnmitted to FNSRO s within 90 days after the close of the applicable
report nonth.

2 Assurance that final valid clainms fromsponsors are
subnitted within 60 days followi ng the applicable claimnonth, and any
adjustnments to final clains are processed in accordance with the
establ i shed FNS exception request approval procedures. (Note: Sponsors
whi ch operate less than 10 days in the final nonth of operation nust
subnmit a conbined claimfor the final nonth and the i medi ate
preceding nonth within 60 days fromthe [ ast day of operation.)

3 A system which ensures that any adjustnents to a fina
Form FNS-418 is submtted prior to the SFSP grant cl oseout dates
est abl i shed by FNS.

C SA's shall also conply with the applicabl e program
regul ati ons and any other reporting policies established by FNS to
i mpl erent | eqgi sl ative provisions.

I X BASI C GUI DELI NES FOR. DETERM NI NG ALLOWMABI LI TY OF COSTS

A Factors Affecting Allowability of Costs. To be allowable
under the SFSP, costs nust neet the foll owi ng general criteria:

1 Be necessary and reasonable for proper and efficient
adm ni stration of the program and chargeable within the guidelines of
this I nstruction;

2 Be aut horized and not prohibited under State or |ocal
| aws or regul ations;

3 Conformto any limtations or exclusions set forth in
this Instruction, Federal |aws, or the governing limtations as to
types or ampunts of cost itens;

4 Be consistent with the requirenents of 7 CFR 3015. 190,
Subpart T--Cost Principles;

Page 4
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5 Not be chargeable to, or included as a cost to, any
other federally financed programin either the current or prior
peri od;
6 Be net of all applicable credits; and
7 Be accorded consistent treatnment through application

of generally accepted accounting principles appropriate to the
ci rcunst ances.

B Direct Allocation of Costs. Many nonprofit sponsors
typically separate their SFSP costs into two categories--operating or
admini strative. To the maxi num extent practical, they identify each
expense as either an operating or administrative cost. Costs which
benefit both the operation and adm nistration of the SFSP may be
prorated between these two categories on a consistent and rati onal
basis. For costs which benefit both the SFSP and other activities of
t he sponsor, such as occupancy and tel ephone services, these costs nmay
be prorated as direct costs, using any appropriate base approved
t hrough the SA's financial managenent system and subject to review by
FNS.

Public institutions should follow their existing guidelines for
al | ocating costs.

X SELECTED | TEMS OF COST

This section lists allowabl e operating costs, adninistrative costs,
and those costs which are unallowable. (Note: The listing is not
intended to identify all itenms of cost.)

Costs can be allocated as either direct or indirect. Because of the
di verse characteristics and accounting practices of nonprofit

organi zations, it is not possible to specify the categories of costs
which may be classified as direct or indirect in all situations. In
general, however, direct costs are those that can be identified
specifically with an organi zation's SFSP operation, and are assignable
entirely to the SFSP. Typical direct costs chargeable to the program
are conpensation of enployees for the tine and efforts devoted
specifically to the execution of the program the cost of naterials
acqui red, consumed, or expended specifically for the SFSP;, equi prent
and ot her approved capital expenditures; and other itens of expense
incurred specifically to carry out the program

Indirect costs are those that have been incurred for comon or joint
obj ectives and cannot be readily identified or assignable

Page 5
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wholly to the SFSP. Typical exanples of indirect costs may include
depreci ation and use all owances on buil di ngs and equi pnent, the costs
of operating and maintaining facilities, and general administrative
expenses of the organization.

A Operating Costs. Operating costs are expenses incurred in
operating a food service under the SFSP. Paynents to a sponsor for
operating costs shall equal the |lesser of the actual operating costs
incurred by the sponsor, or the sum of the anpbunts derived by
mul ti plying the nunber of neals, by type, actually served to eligible
children by the current reinbursenent rates. SA' s nust ensure that
second neals clainmed for reinbursenent are linmted to the 2 percent
tol erance established in Part 225.15(b) of the SFSP
Regul ati ons. QOperating costs shall include all owable direct and
i ndirect cost expenditures. Al costs nust be docunented.

1 Conpensation for Program Labor. Operating costs for
program | abor involve |abor perfornmed to acconplish the foll ow ng
t asks:

a Preparation, delivery, and service of program
meal s and cl eanup;

b Supervi sion of children during the neal service;
and

c Onsite preparation of records required for the
progr am

Labor operating costs are all owabl e when the anmounts cl ai ned are based
upon hourly rates that are reasonable for the services provided and
document ed by payroll records. Hourly rates will be considered
reasonable to the extent that they are consistent with rates paid for
simlar work in the area in which the sponsor is |ocated.

The cost of program | abor may include the docunmented anpbunts of wages
and fringe benefits, including Social Security wthholding tax and
retirenment benefits paid or incurred during the reporting period.

The costs associated with personnel who work only a portion of their
time for the SFSP nust be prorated based on the hours worked for the
program |In order to establish the portion of costs which may be
claimed as programlabor, a daily log or other valid record nust
docunment the anount of tinme spent by each person on SFSP food service
duties. The log or statistical data will supplenent existing payroll
docunent at i on.

Page 6
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Donat ed- 1 abor (e.g., volunteers, or |abor funded through other
Federal, State, or |ocal government prograns) shall not be clainmed as
a cost.

When provided for by SA policy, and at the discretion of the sponsor,
adults who perform | abor necessary for program operations may be
served neals at no charge. The cost of these neals may be included as
reported operating costs. However, these nmeals may not be counted
toward the sponsor's neal count on the claimform

2 Costs of Cbtaining Food. Expenditures related to
obtai ning agricultural comodities and other foods used for
consunption by children in the SFSP are costs of obtaining food.

I ncom ng transportation charges and costs of processing, distributing,
storing, and handling of purchased and donated food are all owabl e
costs. Reductions to the cost of food used include neal or neal
conmponents returned to food servi ce managenent conpani es, all owances
on vendor's invoices for unacceptable food, cash discounts, trade

di scounts, rebates, and the value of inventory on hand at the tinme of
operations cl oseout.

a The inventory val ue of purchased foods should be
establi shed by a physical count of food stocks on hand
in storage, for all food types at all |ocations, and
shoul d be determ ned at the begi nning and end of each
year's SFSP operations.

The SA shall prescribe or approve an inventory

val uation nmethod for identifying itemvalue (i.e.
first-in/first-out, averaging, etc.). Whichever nethod
is used, itemvalues nust be established net of trade
di scounts, returns, and other credits to purchase
cost(s). Inventory adjustnents nust be made when
reductions of food in stock result fromfire, water
damage, spoilage, or other than normal usage that
results in stock reduction. M nor reductions need not
be recorded as an inventory adjustnent. The SA shoul d
establ i sh amounts at which reducti ons becone mgj or.
Reductions in stock should be reviewed on a case-by-
case basis. Actual |osses which could have been
covered by insurance are unallowable. In calculating
the dollar value of the inventory, use the origina
price of each item (can, pound, etc.), less any
credits. When conputing the cost of food used, those
costs associated with distribution, storage, and
handl i ng

Page 7
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of food may be summari zed and added to the purchase
price of the food only if the costs were not included
in the original purchase of the itens.

b The fornmula used by sponsors to calculate the
cost of food used shall be specified in SA policy. The
fornmula may be stated as foll ows:

Cal cul ated Cost of Food = Begi nning |Inventory
plus (+) Receipts of Purchased Food pl us

(+) O her Costs of Food mnus (-) Credits to
Costs of Food minus (-) Inventory Adjustnents
m nus (-) Ending Inventory.

Sponsors nust, at a mnimum take a single food

i nventory at the beginning and at the concl usi on of
the programto deternine the cost of food used.
Sponsors who pay for food as they use it and,
therefore, maintain no inventory of food may report
food costs on a cash basis, if approved by the SA

c Sponsors are required to report results of a
physi cal count (inventory) of food on hand at the

cl ose of their programoperations in terns of dollar
val ue. The val ue assigned to this ending inventory
nmust be the sane nethod used by the sponsor during the
operation of its program

d In the case-of-unitized, prepackaged neal s
delivered by a food service managenent conpany under
contract, the anmount reported as "food used" nust be
based upon delivery receipts item zed to show the
nunber of neals included in each delivery. For the
cost of neals delivered to be all owabl e, each site
supervi sor nust verify the adequacy and nunber of
meal s delivered and sign the delivery notice. Costs
claimed for neals delivered by the food service
managenent conpany are linited to the nunber of neals
properly ordered by the sponsor, or the nunber of
eligible programneal s actually served, whichever is
| ess. Sponsors may be pernmitted to claimthe costs of
neal s properly ordered, but not served to eligible
children or program adults, as well as disall owed
meal s, if approved by the SA. Returns, discounts,
rebates, and other credits nust be taken into account
along with delivery notices to determ ne the cost of
food used.
Page 8
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e Records mai ntained in support of the cost of
purchased food used shall include as a m ninmum

(1) Recei ving reports prepared at sites or
wherever food is received fromsuppliers and
signed by receiving personnel .

(2) Pur chase invoices received fromfood
suppliers.

(3) Records reflecting costs of processing,
distributing, transporting, storing, and handling
of purchased food when such costs are invoiced
separately fromthe original purchase invoice(s).

(4) Records of returns, allowances, cash
di scounts taken, and other credits when they are
not reflected on purchase invoices.

(5) Canceled checks or other fornms of receipts
for paynent.

(6) Inventory records that show the kinds of
food itens on hand at the end of a period, the
guantity of each item the dollar val ue assigned
to each food item and the total value of the

i nventory.

(7) Records of nmjor inventory adjustnents, as
defined by the SA, showi ng the sane kinds of
informati on as inventory records.

(8) Sponsors which contract with schools or
food servi ce managenent conpani es to provide al
meal s, including supplenents, must maintain
billings by site fromthe school or conpany, |ess
returns, allowances, discounts, and rebates for

t he program neal s del i vered.

3 Commodi ty Assi stance. Sunmer program sponsors
eligible to receive USDA conmodities include self-preparation
sponsors, sponsors which have entered into an agreement with a schoo
or school district for the preparation of neals, and school food
aut horities which have conpetitively procured programneals fromthe
same food service managenent conpany from which they

Page 9
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conpetitively procured neals for the National School Lunch Program
during the last period in which school was in session. SA's should
notify sponsors of the availability and the price of conmodities when
approvi ng sponsor applications for participation. The notice of
availability and unit price should be an attachnment to the agreenent
bet ween an SA and sponsor. |Issue or draw procedures and delivery
schedul es for commodities should be established at the sane tine.

The costs of processing USDA donated conmodities should be controlled
by the SA. These costs nmay be borne by the SA and added to the unit
price or value of the cormodity to the sponsor, or passed down as a
specifically identified charge to the sponsor to be added to the cost
of food used. Qther costs of distributing, transporting, storing, and
handl i ng donated conmodities are proper charges to the cost of food
used. Sponsors may receive and pass on donated conmodities to schools
when such school s prepare neals on-site. SA policy should provide

t hat:

a Prices charged by a school to such a sponsor wl|l
be reduced by the value of donated commodities
recei ved.

b The donated commodity value credited to the
sponsor shall reflect all costs of obtaining food
(processing, transporting, etc.) borne by the SA and
sponsor.

When USDA donated commodities have been received by a sponsor, the
sponsor rmust maintain records docunenting the unit price or val ue of
al | USDA donated commodities. When costs of obtaining USDA donat ed
commodities are charged to or are borne by the sponsor, records nust
reflect these costs.

At the time of program closeout, SA's shall provide for adequate
controls over USDA donated conmodities to assure that the comodities
are not abandoned or used unlawfully. Guidelines for the disposition
of donated comodities are prescribed by 7 CFR Part 250, Donation of
Foods for Use in the United States, Its Territories and Possesi ons and
Areas Under Its Jurisdiction (Food Distribution Regulations).

4 Facilities Service Costs. These are the costs of
services other than | abor that are necessary to operate the SFSP. SA
policy shall restrict facilities' service costs eligible for Federa
paynments to the foll ow ng

Page 10
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a The cost incurred by the sponsor for rental of
food service preparation facilities and food service
equi pnent .

(1) Facilities are considered to be buildings

or parts of buildings, but not |and, used for the
preparation of food. Rental of dining space which
is not part of a school food service facility or
a larger facility used for food preparation is
not an all owabl e cost. Wen sponsors utilize
school food service facilities for programfood
servi ce operations, charges billed to the sponsor
for the opening, closing, and use of the school
facilities, including the use of space for dining
only, are allowable operating costs. Al rental
agreenents nmust be in witing and show
responsibilities of all parties involved.

(2) Food service equi prent is equi pnment (other
than | and or buil dings) designed for the receipt,
preparation, refrigeration, storage, cleanup,
service, and transportation of food.

(3) Rent al agreenents may not include an option
for the sponsor to purchase at a later date, or
rental fees for equipnent, or facilities which
exceed the rental fees of conparabl e equi pnent,
or facilities in the same locality.

b Costs of repair to equi pnent, when the need for
the repair is attributable to the program are

al | onabl e costs. Costs of such repairs, when not

whol |y assignable to the SFSP, should be prorated to
fairly distribute costs anong different cost

obj ectives based on their distribution of use. Repairs
may only constitute normal maintenance for the

equi pnment and shall not include purchases that rebuild
or appreciably prolong the |ife expectancy of the

equi pnent .

c Mai nt enance costs of keeping rented facilities in
a clean and efficient operating condition are
all onabl e costs only to the extent that those costs
are not already reflected in rental fees. |nprovenents
to facilities are not allowabl e costs when those
i nprovenents are of a pernmanent nature or when the
benefits derived fromthose i nprovenents exceed the
duration of program operations.
Page 11
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d Utility costs incurred in the operation of the
facility or equiprment utilized for program operations
are all owable costs to the extent that those expenses
are not already reflected in rental fees, and to the
extent that those expenses are related to program food
servi ce operations.

5 Nonf ood Supplies. The docunented costs for nonfood
suppl i es purchased solely for program needs are all owabl e.
Nonf ood supplies include paper napkins, straws, dishwashing
compounds, and equi pnent itens of mnor dollar value (as
determ ned by the SA). The cost of nonfood supplies is
determ ned by the dollar value of a beginning inventory,

pl us the dollar value of the supplies purchased during the
period of SFSP operations, |ess the dollar value of the
endi ng inventory. An inventory of nonfood supplies nust be
conducted at the begi nning and endi ng of SFSP operations.
Sponsors may clai mthe actual costs of supplies purchased
during a claimnonth, with the amount clained during the
final nonth of operation adjusted for the costs of any
unused supplies for the entire period of SFSP operations.

6 Costs for Transporting Children. Rural sponsors may
claimthe cost of transporting children to a central
feeding location within rural areas as an operating cost,
but not as an administrative cost Costs incurred to
admi ni ster the program such as mnileage to nonitor sponsor
feeding sites, may not be clainmed as operating costs, but
may be clainmed as administrative costs if allowed for in a
sponsor's admini strative budget. Rural, as defined by SFSP
regul ati ons, neans " (a) any area in a county which is
not a part of a Metropolitan Statistical Area or (b) any
"pocket’ within a Metropolitan Statistical Area which, at
the option of the State agency and with FNSRO concurrence,
is determned to be geographically isolated from urban
areas."

7 Costs for Transporting Food to Children. Costs
directly associated with transporting food to children are
al | onabl e. For exanple, the cost involved wth picking up
prepared lunches at a central kitchen I ocation and
distributing themto various feeding sites would be an

al | owabl e cost.

Page 12
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8 Depr eci ati on of Nonexpendabl e Equi prent .

a Ceneral. Depreciation is the expense associ ated
with the loss in value of program equi pnment. This |oss
in value may be claimed as an all owabl e operating
cost. Donated equi prent may not be included. Al
depreciation claimed for Federal reinbursenment nust be
document ed. Records in nmenorandum form are acceptabl e
to docunent depreciation. Al records for the ful
depreciation period nust be retained during the life
of the equipnent and for 3 years after the end of the
Federal fiscal year during which an equipnent itemis
fully depreciated. Records nust be retained beyond
this period if audit findings have not been resol ved.

b Acqui sition Cost. Depreciation is based on
acqui sition cost. \Were actual cost records have not
been mai ntai ned, a reasonable estimate of the origina
acqui sition cost may be used in the conputation

c Computi ng Depreciation. Any generally accepted
met hod of conputing depreciation may be used. However,
the nmet hod of conputing depreciation nust be
consistently applied for all |ike assets for al

af fected federall y-sponsored prograns, and should be
consistent with the nethod norrmally all owed by the SA
for nonfederally-sponsored activities. The
depreciation nmethod nust result in equitable charges
consi dering the use of assets and the benefits to the
pr ogr am

d Ful |y Depreci ated Equi pnent. No depreciation may
be all owed on any assets considered fully depreciated.

B Al'l owabl e Admi nistrative Costs. Allowable adm nistrative
costs are costs incurred by a sponsor related to planning, organizing,
and managi ng a food service under the program and excl udi ng interest
costs and operating costs. Adninistrative costs nmay include allowable
direct and indirect costs. If the sponsor has an approved indirect
cost rate, the rate nust be applied to the base which is conmon to the
functions benefiting fromthe indirect costs. For exanple, if the
approved base is direct salaries, then only those sal ari es of
i ndi viduals that can be specifically
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identified with SFSP activities can be used as the base in the
calcul ation of the indirect costs.

The use of indirect cost rates-are-allowable to the extent that:

1 The sponsor has a current indirect cost proposal
and/ or allocation plan which has been submtted to the Federa
cogni zant agency or its authorized representative for approval. The
proposal / pl an nust be available for review by the Federal cognizant
agency, FNS, or the SA;

2 Such costs have been included in the approved budget
either by estinated dollar value or reference to the approved rate;

3 Indirect costs are conputed using the approved rate
times the appropriate base; and

4 Adequat e docunentation i s maintained.

If any of the above four conditions are found absent in the course of
processing a sponsor's claim or through audit or admnistrative
review, the SA shall disallow the sponsor's claimfor indirect costs.

C CaimRestrictions. Any portion of adm nistrative costs
not recovered by a sponsor from Federal paynents shall not be clai nmed
as an operating cost. These costs must be included in the sponsor's
admi ni strative budget and approved by the SA. Sponsors shall docunent
all adm nistrative costs clai nmed.

D Unal | owabl e Costs. Unall owabl e costs are costs for which
SFSP funds may not be disbursed. They include the follow ng:

1 Bad debts, which are any | osses arising from
uncol | ect abl e accounts and other clains and rel ated costs.

2 Repaynment of overclains and ot her Federal debts.

3 Contributions to a contingency reserve or any simlar
provi sion for unforeseen events.

4 Contributions and donations includi ng USDA donat ed
commodi ti es and other donated food, |abor, and supplies.

5 Entertai nnment, i.e., cost of anusenents, soci al
activities, and incidental related costs such as neal s, beverages,
| odgi ng, rentals, transportation, gratuities, etc.
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6 Fines or penalties resulting fromviolations of, or
failure to conply with Federal, State, or local |aws and regul ations.

7 I nterest on borrowi ngs (however represented), bond
di scounts, costs of financing and refinancing operations, and | egal
and professional fees paid in connection therewith. Interest which is
included in the rental cost of space is allowable, however, as
provided for in Attachment B to OMB Circul ar A 87.

8 Sal ary and ot her expenses of the Governor, and State
and | ocal legislators. Travel expenses of these individuals in special
situations may be all owable. Contact the FNSRO for additional
i nf or mati on.

9 Costs resulting froman underrecovery of costs under
ot her grant agreenents.

E Addi ti onal SFSP Unal | owabl e costs. FNS has determ ned
other costs for which SFSP funds may not be di sbursed. These costs
i nclude the foll ow ng:

1 Adm ni strative costs not included in the sponsor's
budget as finally approved.

2 Direct capital expenditures for:
a Acqui sition of land or any interest in |and;
b Acqui sition or construction of buildings or

facilities, or the alteration of existing buildings
or facilities;

c Nonexpendabl e equi pnent of any ki nd;
d Repairs which materially increase the value or
useful life of buildings, facilities, or

nonexpendabl e equi pnent; and;
e O her capital assets including vehicles.

3 Fund raising, i.e., financial canpaigns, endowrent
drives, solicitation of gifts and bequests, and simlar expenses
incurred to raise capital or obtain contributions.

4 Rental or leasing costs for buildings, facilities, or
equi pnent if the rental agreenent includes option-to-purchase, or for
peri ods beyond the cl oseout date for program operation.
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5 Costs for neals, in excess of the nunber of neals
eligible for reinbursenent (plus legitimte program adult neals),
unl ess specifically approved by the SA

6 Any ot her costs incurred which programofficials
determine to be in violation of applicable |laws or regul ations.

Xl REDUCTI ONS TO PROGRAM COSTS

A Applicable Credits. Applicable credits are receipts or
transacti ons which reduce expenses. Exanples of credit
transactions are purchase discounts, rebates or all owances,
recoveries or indemities on | osses, sales of scrap or incidental
services receipts, and adjustnments of overpaynents or erroneous
charges. Sponsors shall allocate credits, as necessary, and
apply the appropriate amounts to their program adm nistrative and
operati ng expenses to reduce program costs. Costs clained for
rei mbursenment nust be reported net of applicable credits.

B Funds Accruing to the Program Funds that accrue to
t he program must be deducted fromtotal programcosts. For
pur poses of the SFSP, funds accruing to the programinclude
program i ncone and ot her cash resources that nmust be used for
SFSP pur poses.

1 Program i ncome neans gross income earned by the
sponsor from operating the SFSP. Paynents received fromfood sal es
to adults when the cost of the adult nmeals is not deducted from
total operating costs is the nost common type of programinconmne.

Program i ncone does not include interest earned on reinmbursenent
paynments by any sponsor (SA or ROAP); |oans to the progranm cash
donati ons which are nade specifically for the support of the food
service operation or admnistration; financial assistance from

ot her sources, such as Federal, State, and |ocal government grants;
and i nterest earned on advances by sponsors. However, when ROAP
sponsors earn nore than $100 in interest on advances, the anount in
excess of $100 nust be returned to FNS.

2 O her Cash Resources include cash donations that are
specifically identified for use in the sponsor's SFSP; the first $100
in interest earned on advances by ROAP sponsors; and any other
Federal, State, or local funds specifically provided to the sponsor's
SFSP operati on.

SA's may determ ne whet her net costs nust be reported (tota
program costs m nus funds accruing to the progran) or whether funds
accruing to the program nust be reported and deducted by the SA
fromthe sponsor's total reported program costs.
Page 16
Change 1
4-14-94



FNS | NSTRUCTI ON 796-4
REV. 4
Xl FUNDS MANAGEMENT

A Paynments to SA's. FNS will nake paynents to each SA from
funds appropriated by Congress and as apportioned by OVB to FNS.
Dependi ng on the availability of funds, at |east 65 percent of
program paynent funds and 80 percent of State administrative funds
will be available to the SA upon approval of the MAP. Renai ni ng
program paynment funds will be available to be used for valid clains
for reinbursenent, as long as those clains are submtted to the SA
wi thin 60 days after the end of the claimperiod.

B Paynments and Di shursenent to Sponsors. Funds will be
di sbursed by SA's only to sponsors who have a current agreenent for
operation of a food service to provide neals to children under the
SFSP.

1 Desi gn of Di sbursenment System Disbursenents will be
made in accordance with the agreenent and SFSP Regul ations for the
pur pose of assisting sponsors in financing only the cost of providing
meal s to children, including necessary food service |abor, under the
program Funds are al so nade avail able to cover sponsors' costs in
adm ni stering the SFSP. SA di sbursenent and reporting systens shall be
desi gned to:

a Recei ve and process sponsor reports of
perfornmance (neals served);

b Recei ve, process, and reconcile sponsor reports
of net cost for operating a food service to provide
neals to children

c Di sburse funds to assure tinely receipt of
advances by sponsors; and

d Col | ect and produce, on a tinely basis, such
reports and other data as required by FNS to
adm ni ster the SFSP in an econonical and efficient
manner.

2 Types of Disbursenment. As provided for in the SFSP
Regul ati ons, FNS provides the follow ng funding sources to allow SA' s
to nake advances of cash to neet sponsor needs:

a Advances for Startup Costs. Up to 20 percent of
t he sponsor's approved adm ni strative budget may be
made avail able to sponsors at the discretion of the SA
under Section 225.9(a) of the SFSP Regul ations to
defray preprogram adm nistrative expenses. Such
advances shall be deducted fromthe
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sponsor's first advance paynent for admnistrative
costs or, if the sponsor does not receive advance
payrments, fromthe first adm nistrative rei nbursenent.

b Advances for Operating Costs. No |later than June
1, July 15, and August 15, the sponsor, upon witten
request received at |east 30 days prior to these

dates, shall receive advances for operating costs in
accordance with Section 225.9(c)(1) of the SFSP
Regul ati ons. Requests received | ess than 30 days prior
to these dates shall be acted upon within 30 days of
recei pt.

c Advances for Admi nistrative Costs. No later than
June 1 and July 15, the sponsor, upon witten request
received at |east 30 days prior to these dates, shall
recei ve advances for adm nistrative costs in
accordance with Section 225.9(c)(2) of the SFSP
Regul ati ons. Requests received | ess than 30 days prior
to these dates shall be acted upon within 30 days of
recei pt.

3 Paynments. Sufficient cost and participation data nust
be maintained to justify clains nmade and rei nbursenment received. SA' s
may consi der clains for reinbursenment not properly payable if a
sponsor's records do not justify all costs and neals clainmed. Data
collected for the disbursement system shall separately identify total
food service cost and the portion of total cost which represents
sponsor administrative costs.

a Operating Costs. Final paynents to sponsors will
be the | esser of net costs incurred or the current
rate of reinbursenment tinmes the nunber of eligible
nmeal s served to children

(1) Allowable operating costs may include costs
incurred for:

(a) Eligible nmeals served to eligible
chil dren.

(b) Meals served to adults perform ng nea
service |labor. (Note, however, that only
neal s served to eligible children nay be
claimed for reinbursenment--the tota
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nunber of which may not exceed a sponsor's
approved neal service level.)

(c) Meal s served to other' adults if
payrment received fromsales is included as
program i ncone.

Unal | owabl e operating costs include costs

i ncurred for:

Meal s

(a) Meal s served in excess of approved
nmeal service |evel

(b) Second neals served in excess of the 2
percent tol erance |evel established by
Section 225.15(b)(4) of the SFSP
Regul ati ons.

(c) Excess neal s, unless the costs of such
meal s have been specifically approved for
claimng by the SA

(d) Spoiled or damaged neal s.

(e) Meal s served to nonprogram adults

unl ess paynents received from food sal es
are included as programinconme, when the
paynments are at |east equal to the cost of
the nmeals. If paynments are not equal to the
cost of the neals, then costs of nonprogram
adult meal s are unal |l owabl €' unl ess
specifically approved by the SA

(f) Meal s served in violation of program
regul ations (e.g., neals served outside
approved serving time, consunmed off-site,
served at an unapproved site, or served

wi thout all required conmponents or
guantities of conponents.)

Cl ai ned.

(1)

Al | owabl e neal s may i ncl ude:

(a) Eligible neals served to eligible
chil dren.
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(b) Meal s used for quality testing by
SA's, auditors, or health authorities and
found to neet neal pattern requirenents.

(2) Unal | owabl e neal s i ncl ude.

(a) Meal s in excess of approved neal
service | evel

(b) Second neals served in excess of
tol erance | evel established by Section
225.15(b) (4) of the SFSP Regul ati ons.

(c) Meal s served to adults.

(d) Meal violations (see subparagraphs
a(2) (c), (d), and (f), above).

C Adm nistrative Costs. Sponsor adm nistrative
paynments shall equal the | esser of actual costs

i ncurred, approved budget anount negotiated with the
SA, or applicable adm nistrative reinbursenment rates
tinmes the nunmber of eligible nmeals served to children

C Interest. As required by OVMB Circular A-110, all private
nonprofit sponsors in States directly adm nistered by FNS (i.e., ROAP
States) shall naintain advances of SFSP funds in interest-bearing
accounts. The interest earned on SFSP funds in such accounts nust be
returned to FNS, except that interest anmounts up to $100 per year may
be retained by the sponsor for adm nistrative expense. Sponsors
operating in State adm ni stered prograns are exenpt fromthis
requi rement and may retain any interest earned.

X1 CAWVPS

Canps include residential sumer canps which offer a regularly
schedul ed food service as part of an organi zed programfor enrolled
children. A canp may serve up to four meals each day. A canp nmay not
participate in the SFSP and the Special M|k Program sinul taneously,
but a canp nmay enter into a separate agreenent with an SA to operate a
Special MIk Programat some other facility.

Sponsors of canps shall be reinbursed only for those neals served to
children eligible for free and reduced price neals. The sponsor shal
mai ntain all docunmentation required for programrei nbursenent,
including famly size and i ncome docunentation for each child for whom
meal reinbursenents are clai ned.
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Canp sponsors. mnust allocate operating costs to distribute those costs
bet ween neal s served to program participants (children eligible for
free and reduced price nmeal s and program adults) and neal s served-to-
others; One way to distribute those costs is to calculate the
percentage of program participants and to use that percentage as the
basis for allocating operating costs. For exanple:

Nunber of Program Partici pants = Percentage Factor
Total Number Served

The canp may apply this percentage factor to the associ ated operating
costs for each session to deternine eligible operating costs. The
factor is not applied to program admi nistrative costs. Publication
FNS- 206, SFSP Sponsor's Handbook, provides a step-by-step worksheet
for this allocation nethod.

The SA nust approve the allocation forrmula for each canp sponsor.
Since different canps will operate under different circunstances
(e.g., length of program nunber and size of each session, etc.), the
camps will have different allocation plans.

X'V PROCUREMENT STANDARDS AND PRACTI CES

The procurenent provisions set forth in Section 225.17 of the SFSP
Regul ations, 7 CFR Part 3015, Subpart S, and Attachnent Oto OVB
Circular A-102 or OMB G rcular A-110, as applicable, shall be used.
These provisions are designed to ensure that materials and services
are obtai ned using programfunds in an efficient and econom cal manner
and in conpliance with provisions of applicable Federal |aw and
Executi ve orders.

A Contracts Wth Food Service Managenent Conpanies. Any
sponsor may contract with a food service nmanagenent conpany for the
preparation of unitized neals (with or without mlk or juice). A
sponsor may al so enploy a food service nanagenent conpany to operate
its entire food service; however, a sponsor may not del egate
admini strative or nanagerial responsibility, by contract or otherw se,
for the functions specified in Section 225.15. In addition to the
above- nmenti oned portions of the SFSP Regul ati ons and OVMB Circul ars,
Sections 225.6(h) and 225.15(g) of the SFSP Regul ati ons incl ude
provi sions applying specifically to food servi ce managenent conpany
procuremnents.

B CGeneral @Quidelines. The SA agreenent with a sponsor shal
require that the sponsor conduct procurenents in accordance with
applicable State and | ocal |aws and regul ations, and the
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standards set forth in the SFSP Regul ati ons and OVB Circul ars A-102
and A-110. The SA shall make information on the appropriate GCircul ar
avail abl e to sponsors.

Al'l procurenent transactions shall be conducted in a manner that
provi des maxi mum open and free conpetition consistent with the
provi sions of the appropriate regulation or circular. Procurenent
procedures shall not restrict or elinmnate conpetition.

Each SA shall develop a standard form of contract for use by sponsors
for all food service managenent conpany procurenents. The standard
contract devel oped by the SA nust conply with the provisions set forth
in Section 225.6(h) of the SFSP Regul ati ons. Sponsors which are public
entities, sponsors with exclusive year-round contracts with a food
servi ce managenent conpany, and sponsors whose food servi ce nanagenent
conmpany contract(s) do not exceed $10,000 in aggregate val ue nay use
their existing or usual formof contract, provided that such form of
contract has been submtted to, and approved by, the SA

Solicitations of offers, whether by competitive seal ed bids or
competitive negotiation, shall incorporate a clear and accurate
description of the technical requirements for the material, product,
or service to be procured. In addition, solicitations nust clearly set
forth all requirenments which offerors nust fulfill and all other
factors to be used in evaluating bids or proposals. Awards of
contracts shall be nmade only to responsible offerors that possess the
potential ability to perform successfully under the terns and
conditions of the solicitation. Consideration shall be given to such
matters as contractor integrity, conpliance with public policy, record
of past perfornance, and financial and technical resources.

Bi ds or proposal s exceedi ng $100, 000 nust be acconpani ed by a bid bond
and must be submitted by the sponsor to the SA for approval before
acceptance. Funding for such a contract may be approved when
sufficient docunentation is provided to denonstrate that the bid or
proposal has been properly solicited and that the contract will be
awarded i n accordance with applicable I aws and regul ati ons. Bid bonds
shall be in an anmount ranging fromb5 to 10 percent of the contract's
val ue, as required by the sponsor.

Whenever a food service nanagenent conpany contracts for food services
val ued over $100,000 for the aggregate of all SFSP contracts taken
with the sponsor by the food service managenent conpany or its
subsidiaries, the food servi ce managenent comnpany shall obtain a

per formance bond and furnish a copy of it to the
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sponsor within 10 days of awarding the contract. The performance bond
shall be in an anmount ranging froma nininumof 10 percent to a

maxi num of 25 percent of the total value of the contracts. The
percentage | evel shall be determ ned by the SA Food service
managenent conpani es shall obtain bid bonds and performance bonds only
fromsurety conpanies listed in the current Departnent of the Treasury
Circular 570. A copy of the G rcular may be obtained from FNSRO s.

XV AUDI TS

Audit reports shall give the auditor's opinion concerning the degree
of correspondence between the sponsor's accounting records (i.e.
partici pation, cost, and revenue records and reports) and generally
accepted accounting principles. SA policies regardi ng sponsor audits
shall be consistent with regulatory requirenents. Audits of funds
recei ved under the SFSP shoul d be conducted in accordance with OVB
Circulars A-128 (public entities) or A-133 (private entities and
institutions of higher education), as applicable.

Addi tional information can be obtained fromthe Al CPA Nonprofit

Organi zati ons Subcomm ttee. This subcomm ttee has prepared a guide

whi ch establishes the standards for independent auditors who exani ne
and report on the financial condition of nonprofit organizations. This
guide is available for purchase from Al CPA, 1211 Avenue of the
Anericas, New York, New York 10036.

XVI | MPLEMENTATI ON REQUI RED

By April 15 of each year, the SA shall have conpl eted any necessary
changes to its financial managenent system and have published materia
covering allowabl e costs, funds managenment, programincone, reports
requi rements, procurenent standards, and other provisions of this
Instruction for issuance to applicant sponsors.

XVI1  OFFI CE OF MANAGEMENT AND BUDGET APPROVAL

The reporting and/ or recordkeepi ng requirenments contai ned herein have
been approved by the Ofice of Managenment and Budget in accordance
wi th the Paperwork Reduction Act of 1980.

SOA A Epe

ROBERT E. WASHING
Deputy Administrator
for Special Nutrition Programs

Page 23
5-21-92



	FOOD AND NUTRITION SERVICE
	ALEXANDRIA, VA 22302
	CHANGE TRANSMITTAL
	Financial Management - Summer Food Service Program for Children
	Financial Management - Summer Food Service Program for Children



